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The allocation of expenditure on training for the small enterprises
of Latin America is a matter which requires clear guidelines.
Increasing resources for this purpose is a necessary but not of
itself sufficient strategy. The shortage of resources, their faulty
allocation and the inefficiency in the use of those currently as-
signed to this class of enterprises are factors which make it nec-
essary above all to take measures to ensure better use of the
available resources, especially those of public origin. Likewise, it
is necessary to find new sources of financing for training and
upgrading the labour force, making use of suitable incentives. At
the same time, it will be necessary to develop training techniques
in keeping with the conditions of the countries of the region, to
reform the existing institutions, and to establish new forms of
relations among the actors concerned.







Training is an important issue in small enterprises,
considering the extent to which the labour factor can
help to raise productivity in the smaller industries of
the region. Training plays an important role both in
situations of technological change –which involve
investments in machinery and equipment– and in
processes of restructuring, reorganization and the
application of new management techniques, which do
not necessarily require substantial acquisitions of as-
sets. Increasing the productivity of labour is an attrac-
tive possibility, especially for enterprises which have
difficulty in gaining access to credit: that is to say,
almost all the small enterprises of the region. Techno-
logical change, or the lack of it, has largely deter-
mined changes in productivity: indeed, it may be said
that in the case of small enterprises this type of
change has raised the productivity  of labour more
than that of capital. Innovations marked by increases
in fixed capital have created fewer jobs per unit of
investment than the previous practices, however.
If we take the approach of seeking to improve
the productivity of small enterprises when analysing
training and suggesting training policies, we are
opting for the creation of more product per unit of
capital. In other words, by preferring to improve the
output per unit of investment rather than the employ-
ment per unit of investment, we are opting to create
productive employment rather than non-productive
employment but leaving aside the contribution that
human resources training policies and initiatives can
make to this process.
Small enterprises in general, especially in the in-
dustrial sector, tend to create more jobs per unit of
capital than large enterprises, because of the link be-
tween technology and scale of production. The most
efficient small enterprises occupy production and
market niches where technologies making more in-
tensive use of labour are currently more appropriate.
Thus, for example, in a narrow market it is more
efficient to produce made-to-measure clothing on a
small scale than on a large scale, which means using
labour-intensive  technologies. The same is true in
metalworking industries producing one-off parts or
components, or  spare parts not available from the
regular spare parts suppliers. At the same time, how-
ever, the new technologies allow these enterprises to
generate more product per unit of capital.
Lack of credit  has probably been the greatest
hindrance to the development of small enterprises in
the region, for unlike Italy, Germany, Japan, the
Netherlands, the Scandinavian countries, etc., in
Latin America there are no regional banks or finance
agencies to take care of the needs of the smaller in-
dustrial establishments, or even State policies de-
signed to address these shortcomings in a systematic
manner.
Training policies cannot correct shortcomings in
the area of credit, but they can improve the profitabil-
ity of the existing capital, increase the yield on new
investments and create a favourable environment for
endogenous innovation. They can do all this at a
lower cost than investments in conventional capital,
and with the advantage that the cost of investment in
human capital can be shared out among the different
actors involved: entrepreneurs, the State and the
workers themselves. Finally, not only can the scale of
the investments be smaller, but the total amounts of
the investment can also be broken down into separate
elements, so that investment plans for training can be
tailored to the needs of an enterprise or group of en-
terprises.
Investments  in human capital and the policies
guiding them have a special nature: although, like
any other investment, they are regulated by a market,
this is influenced by exogenous factors such as:
i) the internal criteria of the training system (for
example, prior performance and the certification that
the system itself can provide);
ii) the fact that training is an ongoing process
which is not  completed once and  for  all within a
predetermined period;
iii)  the prestige accompanying training, which
helps to create a demand for certain professions or
trades rather than others;
iv) the fact that “wrong decisions” only become
obvious in the long term, which makes it difficult to
alter them promptly or correct them as a function of
market trends, even though there may be drastic
changes in the market.
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The most decisive consideration, however, is that
connected with the imperfections in the training
market, i.e., the characteristics of training from the
point of view of the market value of the skills and
know-how acquired by workers. If there were only
two types of skills, as Becker assumes, or if all skills
had only two aspects –i.e., either general or specific–
there would be a better regulated market and prob-
ably more effective incentives. If it is assumed that
general training, or the general part of specific train-
ing, is required by all enterprises and can be used in
all jobs, while specialized training is specific to a
single enterprise, this would solve the problem of the
distribution of resources for training. If the know-
how and skills imparted by general training can be
appropriated by all productive and social activities,
the cost of the investments in such training should be
paid by the trainees themselves, if wages are deter-
mined by the marginal productivity of labour, or else
by society as a whole, while the cost of training
which can only be appropriated by a single enterprise
should be paid by the enterprise benefiting from such
know-how.
The weakness in this argument is that there is
almost no training which is completely specific.
Almost all specific training is useful to a greater or
smaller number of enterprises, but almost always
to more than one, and this tends to discourage in-
vestment in training. The direct relation which ex-
ists between the degree of specificity  of training
and the investments made by enterprises in that
field is well known, since the smaller the number
of enterprises able to make use of certain skills, the
greater is the marginal product of labour that they
can appropriate. This relation between the possibil-
ity of appropriation of the marginal product and
the employment possibilities of workers according
to their know-how and skills determines the in-
vestments that enterprises are willing to make in
human resources.
At the same time, the degree of specificity is
closely related with the technologies used, and the
these in turn are related with the minimum amounts
of investment needed to apply them. This is why en-
terprises with low capital density (the great majority
of small and medium-sized enterprises fall within this
group) tend to use less specific technologies. This
phenomenon is further strengthened by the comple-
mentarity between capital and labour: when invest-
ments in human capital are insufficient, this reduces
the productivity of physical capital, leading to a re-
duction in investments in more sophisticated machin-
ery and technology and a failure to create new
demands for human capital.
The close relation between training and formal
education means that both in the formation of the
supply and demand of skilled labour and in the iden-
tification of problems and the development of poli-
cies to overcome them there are considerations which
affect the educational system. In fact, no really effec-
tive training policy can neglect this variable. More-
over, in the experience of the region and in
international comparisons, especially with regard to
small industrial enterprises, the general or special
training of workers prior to their activities in the
labour force is seen to be a conditioning factor, an
element of facilitation, or the worst bottleneck in
production performance and training for work.
The question of training in and for the small en-
terprises of the region also calls for some contextual
clarifications and definitions and the consideration of
certain data.
First of all, there is the actual concept of the
small enterprise. This is usually decided by the
number of employees and the income generated or
the value added by the firm. This approach is prob-
ably less precise than that proposed by Ramos
(1979), who suggests classifying enterprises in two
main categories: those quoted on the stock exchange,
which are the enterprises with access to financial
capital, and those not quoted, which normally have
chronic financing problems. The question of access
to finance comes up repeatedly when analysing or
formulating  survival strategies and expansion poli-
cies for such firms, because it determines much of
their economic behaviour and even affects their size.
Classifying firms by the number of employees
and the volume of  output  has some practical use,
since it makes it possible to establish some common
specific features of a set of enterprises usually associ-
ated with the labour training processes.
Moreover, as we shall see below, when making a
micro-analysis of labour training in a firm, the
number of workers is a factor in defining the forms of
training that can be most effectively applied and their
cost/benefit ratio.
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II
The cost of training for small enterprises
A conservative estimate of the needs for specific
training in industrial enterprises with fewer than 50
workers is that around 30% of the industrial labour
force requires such training.1
The efficacy, cost and impact of labour training
are associated with the prior educational level of the
workers. In most cases, this is more decisive than the
specific  training  itself  for improving  the workers’
productivity. Lynch (1994), using data from studies
on the member countries of the Organization for Eco-
nomic Cooperation and Development (OECD), con-
cludes that the training expenditure that enterprises
have to make depends on the initial educational level
of the labour force. In this respect, he notes that in the
United States the performance of the labour force is
below that of Germany and Japan (even in sectors
where the expenditure by companies on training is
not smaller), because the basic  training  of United
States workers is deficient. This causes investment on
training to have a low yield.
When considering the problem in all its com-
plexity, it is necessary to take account not only of the
present but also of the future needs of small enter-
prises, since human capital formation processes are
slow and require more than just short-term measures.
A full analysis of the situation must take into account
the aspects conditioning the success of specific train-
ing. This means that human resources formation poli-
cies for small enterprises tend to blend with general
training policies when analysing or embarking on the
actions which form the basic foundation for training.
At this level of policies and strategies it is very diffi-
cult to discriminate between and single out those
which will specifically affect the sector of interest to
us in this article.
The problem of basic skills is of vital importance
and cannot be solved through targeting strategies. It
is not possible to “target” an action affecting between
30% and 70% of the school-age population. Global
policies are still needed in the region to ensure that
all persons of appropriate age have access to certain
benefits which they need in order to allow them to
take their place in society, both for economic consid-
erations and for reasons of equity. These policies are
so general that it is not possible to formulate suitable
strategies for a separate economic sector like that of
small industrial enterprises without taking them into
account.
This is important for the present study because
an effective training policy  must begin by solving
some problems in respect of prior education. Many of
the workers in the small enterprises of the region
have a low level of education, which is in keeping
with the fact that a substantial proportion of young
Latin Americans do not receive secondary education.
Only Argentina, Chile, Uruguay and some English-
speaking Caribbean countries have net rates of secon-
dary school enrollment2 which come close to or
slightly exceed 50% (UNESCO, 1998). Those who do
not attend secondary school are divided up into the
following categories: i) those engaged in formal sec-
tor employment, ii) those engaged in informal-sector
activities, and iii) those who are unemployed. Most
of those in the first of these categories are in fact
apprentices. Those in the other two categories could
greatly benefit from a well-designed system of ap-
prenticeship.
A problem of a more general nature which af-
fects small enterprises is that of persons (adults or
schoolchildren) who are not yet in the labour market.
Some efforts in the area of technico-professional
school education, especially those involving alternat-
ing studies such as sandwich courses, aim to give
such training mainly to persons of school age, while
at the same time improving school education, in or-
der to deal in this way with the shortcomings in terms
of basic skills. There is a close relation between the
characteristics of technico-professional school educa-
tion and the needs of the smaller industrial enter-
prises. These forms of education are organized by the
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1 Approximately 25,000 workers in Chile, between 80,000 and
90,000 in Argentina, 240,000 in Brazil and 120,000 in Mexico.
2 The net rate of secondary school enrollment is the ratio of the
number of secondary school students of the corresponding age
(which varies in the different countries from a minimum of 12 to
14 years of age to a maximum of 17 to 18) to the total population
in that age group.
formal school education system for periods of at least
three  to four  years, coinciding  with  the period of
compulsory school attendance. They do not coincide
with the time spans and strategies of the enterprises,
however, which means that the latter tend to have
little interest in participating in such training proc-
esses. This raises the difficult problem of turning
schoolchildren into apprentices. Indeed, one may
wonder if this is really possible on a large scale: per-
haps a more realistic approach would be to start with
apprentices and  give them  training in basic skills.
This problem also arises in the integral training (basic
skills and specific training) of adults and, in general,
of all those who are not in a position to acquire the
basic skills within the formal educational system.
The average educational level3 of a country is an
approximate indicator of the educational level of the
workers in small enterprises. For example, in the late
1980s the average number of school grades completed
by the labour force as a whole was 3.3 in Brazil, 4.8 in
Paraguay and Peru, 4.9 in Mexico, and 6 in the coun-
tries with the best average levels (Chile, Argentina,
Uruguay and some former British possessions in the
Caribbean). The latter may be considered as the mini-
mum acceptable level for organizing effective train-
ing for work and incorporation into productive
employment with outputs close to those of the best
prevailing  technological  practices. Shortcomings in
this field affect technological innovation and also la-
bour performance. Typical difficulties include the in-
ability of workers to convert centimetres into inches,
to estimate curved surfaces and to calculate the pres-
sure of liquids and gases, leading to inaccurate meas-
urements and erroneous decisions that lead to waste.
III
The cost of training and
expenditure on education
One way of gauging how far basic education facili-
tates more specific training is to estimate how much the
cost of specific training is reduced when investments
are made in improving school education (table 1).
The columns in section A of table 1 show the
average cost of initial training of workers in sectors
made up mainly of small enterprises in the region.
The columns in section B show the saving for those
same enterprises when the workers have approximately
three years more of schooling.4 In countries where
the coverage of basic education is close to 100%,
such as Argentina  and Chile, the reduction in the
training costs of enterprises achieved through extra
investment in education tends to be close to zero. In
countries with lower rates of primary educational
coverage, however, the savings may be considerable,
amounting in some cases to half the initial training
costs. The cost of giving workers the necessary train-
ing in countries with the levels of schooling of Brazil,
Mexico, Paraguay or Peru is high, but as we shall see
below, if such training is provided at the school level
the cost is less than if it is provided through compen-
satory programmes for adults. The main benefits for
these countries are of a different nature: they provide
suitable conditions  for increasing productivity and
achieving greater receptiveness for technological in-
novation.
The industrial sectors covered by table 1 are gen-
erally of low productivity in the region, but they cur-
rently employ a very high percentage of the total
industrial labour force (between 40% and 70%, de-
pending on the country). Their low productivity is
due above all to their low technological level: in or-
der to achieve substantial increases in productivity
major investments in machinery, equipment and or-
ganization are required. When such investments are
made, however, persons with a low level of schooling
are excluded because they do not have the necessary
basic skills and, as we shall see below, because it is
very costly to develop in adults the capacities needed
to enable them to attain the cultural level demanded
by the new technologies.
Enterprises, and especially the smaller ones, are
almost exclusively interested in the provision of spe-
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3 The number of years of schooling completed by the population
on average.
4 Based on inter-firm comparisons of domestic and international
firms.
cialized training: they have no incentive to invest in
the formation of basic skills. The biggest hindrance to
investments of this type is the rotation of the skilled
labour force, and important factors in such rotation
are the level of training of a worker and his work
experience, which increase the market value of the
individual. There is a systematic drain of workers
from small enterprises to medium-sized and large firms
in the region, and this is the biggest hindrance to the
promotion of training activities. The big firms reduce
the amount of training that they have to provide be-
cause, as they are in a position to pay better wages,
they hire workers who have already acquired work-
ing experience in smaller firms. For their part, the
small firms have no incentive to upgrade the skills of
their labour force more extensively, because they do
not always obtain any benefits from such investment.
In order for enterprises to become interested in
training in basic skills it would be necessary to estab-
lish incentives which must necessarily be higher than
the cost to them of the rotation of the labour force
and the risks involved in the investment. Such a pol-
icy is hard to implement. A more efficient approach
would appear to  be  the proposal made by Ramos
(1994), who, inspired by Becker, suggests a private
loan market for investments in human capital. Ac-
cording to Ramos, the lack of loans explains why
there is faulty resource allocation in the economy,
which adversely affects efficiency and equity. He
suggests that a system of loans should be established
which uses pension rights as a guarantee. This pro-
posal takes account of the fact that the worker is the
first person to be benefited by training and it is he
who obtains the know-how and skills, thus justifying
the notion that he should absorb the costs of the proc-
ess. This strategy would also make it possible to es-
tablish more efficient quality controls: since it is the
worker himself who pays for his training, he will be
more demanding in terms of the yield on his invest-
ment, thus eliminating the less profitable offers from
the training market.
Comparisons with Southeast Asia and with cer-
tain sectors of some European countries indicate that
the improvements in organization and processes gen-
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TABLE 1
Latin America: Estimated cost of initial training, and saving on training
expenditure through additional expenditure on school education a
(1997 dollars)
Estimated cost of initial training needed Approximate percentage saving on training
to secure a yield equal to the average expenditure achieved through additional
for the enterprise b expenditure on school education +
A B
Sectors:
Foodstuffs, Footwear, Pottery, Foodstuffs, Footwear, Pottery,
beverages wood and china and beverages wood and china and
and tobacco furniture porcelain and tobacco furniture porcelain
Argentina 200 600 300 - - -
Brazil 188 450 225 48 37 41
Chile 130 390 260 - - -
Colombia 120 320 160 31 25 25
Costa Rica 192 516 256 27 26 24
Guatemala 103 246 123 49 40 87
Honduras 136 318 159 50 42 39
Jamaica 100 500 250 50 40 40
Panama 392 980 490 52 37 53
Peru 110 290 160 32 21 80
Dominican Republic 152 363 182 47 27 42
Source: ECLAC Industrial Dynamics Analysis Programme (PADI), and surveys.
a Prepared on the basis of minimum wages, information from surveys of enterprises, and projections.
b The average yield was estimated on the basis of information obtained from the enterprises: it includes the costs in respect of induction and
training of new workers and the difference in their output during the period they need to reach the average for the enterprise.
c The additional expenditure is equivalent to three years’ coverage per individual. It is based on public expenditure per student on primary
education in 1990. Average productivity of 50% of the enterprise average is assumed during the period. Only wage costs are included. Costs
on material and equipment, loss of raw materials, supervisors’ salaries, etc. are not included.
erated within the production units can become a very
important source of higher productivity. The factors
which act most negatively in inhibiting the genera-
tion and application of endogenous innovations in the
enterprises of the region are educational shortcom-
ings and the forms of management used. The style of
development prevailing in Southeast Asia and Japan
stimulates such innovations because, among other
reasons, in those areas of the world the educational
levels of the labour force are functional to forms of
management which encourage the creativeness of
each worker.
Increased expenditure on school education also
has effects on the distribution of costs. By reducing
the cost of later training and increasing productivity
through the improvement and expansion of primary
education, the government is assuming costs which
would otherwise have to be paid by entrepreneurs
and/or workers. Furthermore, the expansion of educa-
tional services produces other benefits, such as
greater flexibility and adaptability of the labour force,
better preparation for coping with technological inno-
vation or the reconversion of production, and greater
capacity to contribute to the development of new
technologies. In-house innovation is not a normal
practice in the region, because of a number of organ-
izational and cultural factors, and it would seem un-
likely that this practice can be developed when there
are shortcomings in the basic skills.
In all the countries of the region, the saving on
initial training thanks to better school education is
particularly visible in  industries such as footwear,
wood and wood products (excluding wood pulp), fur-
niture and non-metallic fittings. These industries em-
ploy techniques which are of an almost artisanal
nature and are labour-intensive, and the skilled labour
they use is trained mainly on the job; they therefore
depend to a large extent on the levels of initial train-
ing that workers have when they join the firm. The
saving thanks to better school education in the food-
stuffs and beverages sector is smaller in absolute
terms, but it is high as a proportion of the cost of
initial training. The techniques used by the enter-
prises in this category tend to involve less skilled
labour.
Even though a good general training is profit-
able, and entrepreneurs know this, they are reluctant
to invest in this area because it only gives returns in
the medium or long term. Moreover, the final benefit
for them may be zero, because training in basic skills
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TABLE 2
Latin America: Additional cost of increasing schooling
by three years, and hypothetical effects on the
employment status a of the population aged 15 or more
(1997 dollars)
Additional cost % wage increase Additional cost % wage increase
of increasing due to improvement of increasing due to improvement
first-level in employment status second-level in employment status
Countries schooling by thanks to increased schooling by thanks to increased
three expenditure on three expenditure on
yearsb first-level schooling years c second-level schooling
(US$ ‘000) (simulation) (US$ ‘000) (simulation)
Brazil 105 542 18.3 670 928 2.3
Bolivia 2 162 6.9 173 377 5.8
Chile 16 731 7.1 56 027 23.0
Colombia 58 013 9.8 219 871 -
Costa Rica 6 435 14.5 56 037 25.2
Guatemala 14 935 24.3 66 750 26.0
Mexico 49 878 19.7 1 439 123 20.4
Panama 12 600 17.5 40 242 31.9
Paraguay 2 070 12.2 34 907 34.7
Uruguay 13 740 13.8 21 325 18.3
Venezuela 22 134 17.3 58 163 21.2
Source: ECLAC, special tabulations of household surveys of the respective countries; UNESCO, 1998.
a Employment in more productive activities.
b From first to sixth grade.
c From sixth to tenth grade.
stimulates labour rotation. The conclusion with re-
gard to policy formulation is fairly obvious: it is nec-
essary to create incentives which operate in the short
term for workers to take part in training, and to apply
educational policies which facilitate the access to
(formal and informal) education by those under 17,
rather than to continue to concentrate on incentives to
entrepreneurs (through tax deductions, for example).
Assuming that the relation between primary and
secondary education and occupational status is main-
tained, table 2 shows the effect of investments de-
signed to improve the educational level of the seg-
ments of the population with the lowest levels of
schooling. The figures show that their occupational
status would be improved if there was an improve-
ment in primary and secondary education, with an
increase in the coverage of the latter producing more
significant effects than an increase in primary educa-
tion. The effects would be reflected both in the type
of employment and in wage levels.
IV
Compensatory training
The alternative of employing persons with a low level
of schooling and making up for their educational
shortcomings through training involves very high in-
vestments –just as high as or higher than the training
itself– and it is less efficient than the option of em-
ploying persons with at least ten years’ schooling.
The available information gives grounds for con-
cluding that the processes of the technical substitu-
tion of capital for labour are accompanied by greater
demand for workers with an educational base equiva-
lent to secondary education. When they do not have
this educational base, it is necessary to consider pro-
grammes for bringing their education up to the neces-
sary level. In  the best of cases, the compensatory
training to make up for the main shortcomings caused
by lack of secondary schooling at the age of 18 or
more would take some 20 months, with approxi-
mately 25 hours of study per week.5 After this period,
the persons in question would be in a position to start
initial training proper, which, in the leading industries
of the region, lasts from 2 to 4 months before full
incorporation into the production line.
The estimated cost of programmes like these in
various countries of the region is shown in table 3.
This cost is the opportunity cost for the workers, if
they pay for the compensatory programme directly;
for the enterprises using more advanced technologies
which find workers with schooling or experience in
the labour market; or for the State, if it decides to
assume these costs. This does not depend on the edu-
cational model applied, but on the role assigned to
the government with regard to human resources train-
ing. Although compensatory programmes may be de-
signed to bring persons with shortcomings in terms of
secondary school education up to the desired level,
they are treated as training programmes, so that they
will be determined by the policy instruments govern-
ing the latter and the emphasis they place on the sup-
ply or demand side.
When their emphasis is on supply, it will be the
State which has to defray a major part of the costs, as
well as establishing mechanisms of evaluation, con-
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TABLE 3
Latin America: Cost of compensatory programmes,
compared with cost of secondary education a
(1997 dollars per person)
Compensatory Four years of
Country programme secondary
(20 months) education
Argentina 2 285 412
Brazil 1 220 669
Chile 1 714 677
Colombia 1 372 270
Ecuador 1 437 317
Guatemala 641 185
Honduras 916 317
Jamaica 1 118 795
Dominican Republic 1 029 191
Source: UNESCO, 1998, and ECLAC data.
a The present cost of education was estimated at a 10% annual dis-
count rate over the 1990 expenditure. The present opportunity cost
is based on the 1994 minimum wages, with an 0.8% monthly dis-
count rate.
5 Examples of such programmes are those provided by the Fun-
dación DUOC in Chile.
trol and certification for such programmes which will
bring them closer to school education. When the em-
phasis is on demand and there is a close link between
the training  and the formation of basic skills, the
costs will tend to be assumed by the workers, and/or
the enterprises, and/or the State (through subsidies
for  demand  by individuals or by enterprises). The
biggest difficulties in implementing these pro-
grammes, however, do not lie in their cost but in
factors of an institutional nature such as certification,
the formulation of curricula, coordination with the
demands of production activities, etc.
The compensatory training costs shown in table
3 have been estimated on the basis of the average
cost of the existing programmes in the region, after
eliminating extreme cases. All of them also assume
an opportunity cost for the workers equivalent to the
minimum wage: a very  conservative hypothesis in
the case of persons working in enterprises using more
advanced technology, or even many own-account
workers. A level of productivity of 50% is assumed
during  the period of compensatory  training. These
values are compared with the present cost of four
years of conventional secondary education, according
to the educational expenditure of each country, that is
to say, on the hypothesis that the current levels of
quality are maintained.6
The present cost and externalities of the two al-
ternatives would naturally make it advisable to opt
for school education, whose cost is between 0.5 and 8
times less than that of compensatory programmes af-
ter the age of 18. The adoption of this alternative as
the only and exclusive form of training, however,
would mean overlooking the fact that there is a very
considerable contingent of workers in the region who
are over that age yet lack the basic skills demanded
by modern industry and could therefore benefit from
compensatory programmes.
The sectors shown in table 1 above are of a low
level of technological development, and in the region
they operate  with production functions and labour
densities that would presumably require an educa-
tional level equivalent to at least six years’ primary
schooling.
With regard to persons who are already working,
it may be wondered whether training at this stage can
really make up for their shortcomings in terms of
general education, to what extent, and under what
conditions. The experience of several countries of the
region shows that such training cannot take the place
of basic education, which has special features and
develops skills that workers are assumed to possess
already when their training is begun.
Training schemes which include elements of
general education may be attractive to enterprises
whose conventional capital component is very high,
but such schemes would not have the same effect on
the composition  of the total investments of enter-
prises whose production functions are more labour-
intensive  and whose fixed  capital is smaller, even
though  their  labour force  might be the same size.
Trying to apply them in firms which have not re-
placed labour with capital and are not in a position to
do so would force them to devote a larger proportion
of their investment to human capital formation.
This raises two questions. First, whether
capital/labour mixes which involve relatively greater
use of labour need, or can benefit from, such inten-
sive training processes. Second, whether an invest-
ment with an unusually large component relating to
human  resources  formation is cost-efficient. These
questions affect decisions on the advisability of in-
vesting directly in training, more or less inde-
pendently of the investment in physical capital.
Although it is not possible to give categorical
answers, there are some indications which can guide
these kinds of decisions. With regard to the first ques-
tion, the benefit that industries with high capital den-
sity achieve through the organization of general
training schemes is that these schemes provide train-
ing in general basic skills while at the same time
developing specific skills for use in the sector to
which the industry belongs. This is necessary in order
to bring workers up to a level of physical output simi-
lar to that of comparable industries in the industrial-
ized countries, by improving both their general and
specific training: that is to say, bringing them up to a
level comparable with that of the workers in many
German or Japanese firms who have completed their
initial training.
In the industrialized countries, it is not only the
leading-edge firms which have workers of this educa-
tional level, nor are these firms the only ones that
give their workers intensive training in specific tech-
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6 The compensatory programmes and the four years of secondary
education are not strictly equivalent: they are therefore not sub-
stitutable goods. The comparison is useful, however, because it
provides background information for policy formulation.
niques. Much of the productivity of the firms in those
countries, be they old or new, large or small, is due to
the level of training of their workers. In Japan, for
example, the length of training does not necessarily
depend on the production function of the firms. In
Germany, it is generally acknowledged that the level
of education and skills in the production units is very
high, regardless of their size or the sector in which
they operate, as is the productivity of labour.
It is not only productivity which is associated
with training in the industrialized countries, however,
but also the capacity of the industrial sector to make
technological innovations. The possibility of con-
stantly incorporating new technologies into produc-
tion is subject, among other things, to the availability
of staff with the skills described above.
Transferring the experience of those countries to
the region, it may be concluded that training of this
nature can also benefit enterprises whose production
functions are less capital-intensive. The question is to
determine what conditions are needed for the applica-
tion of these schemes in firms less committed to the
accumulation of human capital.
First of all, there is the question of cost. In addi-
tion to the initial expenditure per worker on training
there are further costs in respect of materials, instruc-
tors and training premises, as well as the opportunity
cost involved in bringing the workers up to average
productivity levels after their training period is com-
pleted. It is hard for enterprises making intensive use
of labour to decide to engage in such expenditure,
and even if they were willing and able to do so it is
doubtful whether they  would be able to achieve a
level of productivity that would make them competi-
tive enough to make up for the investment.
Furthermore, such investment is not very attrac-
tive to entrepreneurs because it usually means greater
labour force rotation. The mobility of workers is
often a result of the training they have received,
which leads them to seek better-paid or own-account
jobs in the same sector.
One of the chronic problems for industries in the
region is the mobility of their employees. Giving
workers greater skills will not help to solve this prob-
lem unless complementary measures of a social na-
ture are adopted, as some enterprises have done (day
nurseries, production bonuses, bonuses for long serv-
ice in the enterprise, skills incentives, etc.).7 These
measures involve additional costs and undoubtedly
call for substantial changes in management practices.
Finally, raising the basic educational level of
workers may be dysfunctional to the enterprise in as
much as it creates expectations about the type of em-
ployment they can hope to obtain. Fleury and Hum-
phrey (1993) report, on the basis  of a sample of
enterprises in São Paulo and Rio Grande do Sul, that
in Brazil a worker who improves his educational
level and receives a certificate to prove it expects to
“rise” to an administrative post. According to these
authors, in order to have production  workers with
high levels of schooling it would be necessary to in-
crease the total coverage of the educational system; if
this is not done and only the education of some work-
ers is improved, the latter will look for work away
from the field of production.
This observation is confirmed by the relation
which exists between the educational level of produc-
tion workers and the average schooling of the popu-
lation. The tendency described above is more
frequent in countries like Brazil, which have a low
level of schooling, than in Chile or Argentina, where
the school enrollment rate of the population between
7 and 14 years of age is close to 90%, and it is even
rarer in the industrialized countries, which have
100% educational coverage.
These differences are parameters that must be
taken into account when designing policies. In train-
ing, as in other areas of economic activity, there are
economies of scale which affect the relative effi-
ciency of the various options. The technical and insti-
tutional instruments of a policy designed to raise the
skills of over a hundred thousand workers are differ-
ent from those of a policy designed for twenty thou-
sand. In the first case, distance education techniques
will be more efficient, while in the second it may be
preferable to establish local training centres, which
would not be effective, however, for serving a large
contingent of workers.
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7 Among the enterprises which have done this are Fantuzzi in
Chile and Hofab in Jamaica.
V
Appropriateness of training
Another matter is the arguments questioning the
appropriateness of the training currently provided
for small and medium-sized enterprises. In all the
studies made, the entrepreneurs have expressed
unfavourable opinions on the training available
outside the firm itself. The most usual criticism is
that the courses do not take account of technical
progress and the tools, machinery and practical exer-
cises used  in  them are far  removed  from the real
work of the students. For their part, the workers inter-
viewed often report that rather than helping them
develop skills and capacities that will be useful to
them in their daily work, the training courses provide
them with certificates and diplomas which may im-
prove their market value. These views are most fre-
quently expressed in sectors such as mechanical
engineering, gasfitting, carpentry and various activi-
ties connected with the production of metal goods.
Many school and out-of-school activities for training
human resources in the region have been organized
by the educational or training systems, that is to say,
it has been the educational sector which has




In almost all the countries of the region, efforts are
being made to implement forms of training which
replace both in-school technical training and job
training with systems of apprenticeship or sandwich
courses, inspired by the dual system  used in Ger-
many, which has also been successfully applied in
Switzerland and Austria. This system seeks to estab-
lish a permanent relationship between the enterprises
and training, not only in the management of the train-
ing activities, as some vocational training institutes
have been doing at least since the 1950s, but also and
above all in the teaching practice itself. The most
important workshops and training areas are the indus-
tries themselves.
Although the relation between the enterprise and
the educational institution lies at the heart of the con-
cept of sandwich courses, the problem is broader than
that of the organization of a dual educational system.
Other sectors of vocational training, such as in-school
technical and professional education and training for
production activities, also need to establish ongoing
collaborative relations with the production sector.
None of them has achieved this yet in the region,
although all analyses and policy proposals link the
shortcomings in training systems with the their lack
of connection with the production units. The various
efforts made so far have had varying results, but none
of them has provided solutions suitable for large-
scale application or for use in dual education. It
would appear that such linkages as do exist have
occurred in exceptional conditions. The challenge
that this represents is of enormous importance to-
day for any form of training, especially systems of
sandwich courses.
There are currently no effective incentives for
enterprises to take part in the planning, execution and
evaluation of training programmes. How can the en-
terprises of the region be expected to take an interest
in training if no Latin American country has the tra-
dition of training or social consensus-building that
exists in Germany? This question brings us to a prob-
lem of incentives. It is a challenge to find the right
incentives, but  one of  them  is connected with the
financing of this form of training, since the costs that
it involves for the enterprises are always a deterrent
to taking part in the system.
It would be premature at present to express a
final judgment on the efforts which are under way.
TRAINING AND THE SMALL ENTERPRISES OF LATIN AMERICA  GUILLERMO LABARCA
C E P A L R E V I E W 6 7 • A P R I L 1 9 9 9 45
They have been successful in their current experi-
mental stage, but they are receiving heavy interna-
tional support, especially from Germany.
The experiments made along the lines of sand-
wich courses are particularly interesting for small en-
terprises, because they are associated with certain
forms of organization of production and certain types
of production functions. Dual training links up better
with artisanal-type enterprises, where there are strong
relations between the master and the apprentice, and
medium-sized or large enterprises that have a flexible
form of organization.
The forms referred to here –sandwich courses,
vocational training institutes, technical education–
are those that can be developed or modified by  a
training market and by State policies, whose cover-
age is currently limited, since only some enterprises
and an even smaller proportion of small enterprises
and their workers benefit from them. This does not
mean that the enterprises and workers outside this
system do not provide or receive training. It is neces-
sary to see how they do this and evaluate the effi-
ciency of their actions, however. There are large en-
terprises which train their staff even though they run
the risk of losing skilled workers and try to make the
workers help to pay for the training costs by deduc-
tions from their wages. There is no systematic infor-
mation available on the forms of training  used in
small enterprises outside the training market. There is
scattered evidence that they do provide training, but
the available information is not sufficient to formu-
late more general views.
The details of the on-the-job training provided
by these enterprises (duration, cost, number of ap-
prentices, implicit forms of certification, appropriate-
ness, recurrence, etc.) vary according to the branch
they operate in, their size, and their technological level.
The supervisors play a central role in these processes,
especially when dealing with new workers.
A detailed knowledge of what takes place in the
small enterprises of the region, and the dissemination
of such knowledge, could be useful for preparing more
general strategies. There can be no doubt that detailed
research needs to be carried out on this matter.
VII
Considerations with regard to
policy formulation
1. Merely increasing expenditure is not enough
The main reason why this strategy would not be
enough is that the increase in training expenditure
that the countries of the region would be in a position
to finance would not be sufficient to satisfy the real
demand of small enterprises, even if it were allocated
entirely to enterprises with less than 50 workers.
If public and private training resources are not
sufficient to serve the whole population and all the
enterprises that need these services, then a way of
sharing them out must be sought. The market would
not appear to be the most efficient mechanism for this
purpose, for the reasons set forth below.
The demand for any type of training is highly
elastic and tends to increase more rapidly than the
supply of training, thus immediately affecting the qual-
ity of the services provided. Furthermore, because of
the characteristics of training viewed as a good
–since it is at once a consumer product and an invest-
ment– the demand for it is not regulated by the mar-
ket mechanisms. Training as a good is so complex
that we could really speak of a number of different
goods, with demand elasticities associated with the
different levels and products offered. Even within each
of these products, there are different goods that affect
the elasticity of demand. Vocational training institutes,
for example, offer a main product (training proper),
plus a series of sub-products (know-how, prestige,
access to other levels of education, access to certain
types of employment, etc.) which are often seen as
just as desirable as the training itself, if not more so.
In contrast, the supply of training is much more
inelastic, and attempts to regulate supply and demand
through the market mechanisms have not had the ex-
pected results.
Public expenditure on training does not seem to
be efficient, for various reasons. Among those of a
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general nature are the fact that training systems rarely
guarantee access to the employment market, that they
are relatively costly, and that they often fail to take
account of the heterogeneity of industry and are in
many cases not in keeping with the needs of the most
modern sectors. Among the factors that particularly
affect small enterprises are: i) cost; ii) the study re-
quirements, which mean overwork or the absence of
trainees from productive work, which is hard for
small enterprises to accept, and iii) the fact that the
recruitment criteria of such enterprises do not attach
much importance to the qualifications provided by
vocational training bodies. However, no-one opposes
an increase in such expenditure. In all countries, there
are declarations and promises of such increases,
which  are  not questioned because there is general
agreement on the virtues of vocational training and it
is recognized that there are market failures in this
field. This latter fact hinders greater private interven-
tion and places greater demands on the public sector.
The inappropriateness of public training pro-
grammes is a phenomenon that is also to be observed
in the OECD countries (The Economist, 1996). A
number of studies reveal that hardly any of the train-
ing programmes financed  by governments comply
with  the objectives of improving  productivity and
creating more and better employment.
Priorities need to be set for public expenditure
on training. They could be set by the institutions re-
sponsible for  the distribution of the corresponding
resources, by the users of those services, or by a com-
bination of the two. If it is decided to give users the
leading role in this respect, it would be desirable at
the same time to provide incentives and suitable con-
ditions for expenditure by individuals on their train-
ing, both with respect to the generation of resources
and the management of the State contribution. Both
individual expenditure and better management of
State resources could be more effective than the pre-
sent systems of expenditure and management.
It would therefore be desirable to seek other defi-
nitions which would help to guide private resources,
when there are other alternative uses for them, and
which determine where public investment should be
made. Mixed solutions such as the tax exemptions
established in a number of countries of the region
(which make expenditure by enterprises on training
tax-deductible, up to a total equivalent to 1% or 2%
of their payroll) have not been very satisfactory, espe-
cially in the case of small enterprises. Entrepreneurs
who are reluctant to make use of these arrangements
usually complain that the benefits provided are not
sufficient to pay for the courses offered by training
agencies, so that they have to make a supplementary
contribution  which they consider to be expensive,
and that the training programmes do not satisfy the
current needs of workers and enterprises: that is to
say, they are not appropriate.
At all events, if what is considered important is
productivity, then this should be made the main crite-
rion. From this point of view, there are three types of
small enterprises which warrant priority attention:
i) Enterprises which have shown themselves to
be more productive (than small enterprises in less
productive branches or sectors, or medium-sized or
large enterprises in the same branches or sectors).8
ii) Enterprises in danger of losing productivity.
These are enterprises which were productive in the
past but are in danger of losing this quality because
they are beginning to lag behind in the technological
innovation process. For these enterprises, training
should form part of a general strategy designed to
keep them ahead  in terms of technology, comple-
mented with investment plans that involve techno-
logical innovation. This  group of enterprises have
already shown that they can be productive, and they
have accumulated technical know-how and manage-
ment capacity which represent a store of social capi-
tal worth preserving.
iii) Enterprises located in potentially productive
sectors. Small enterprises which have horizontal and
vertical linkages are particularly worthy of attention,
especially when they form part of production clus-
ters, since natural resource-based production clusters
appear to be an interesting development option.
2. Appropriate training technologies
The different scales and forms of problems in the
different countries mean that the strategies needed
must be different too. The scale of training needs in
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8 In order to identify these enterprises, Ramos (1979) suggests a
methodology based on inter-firm comparisons for constructing
an index of the economic efficiency of the main factors (capital
and labour). He concludes that the yield on capital provides the
best approximation for estimating the sectoral yield. In opera-
tional terms, this means the value added, less wages, divided by
the total assets. This manner of estimating productivity has the
advantage of  maximizing the  yield of a  factor which is very
scarce among small enterprises, namely, capital.
Brazil or Mexico, for example, is very different from
the needs in Chile or Bolivia. In the first two coun-
tries, small industrial enterprises are relatively more
developed, the degree of geographical dispersion is
greater, and the population is much larger, so that
they need solutions which are different from those
appropriate to smaller countries. However, the strate-
gies followed in, for example, Argentina, Brazil, Co-
lombia and Venezuela have all been centered on
vocational training institutes, although the small in-
dustry sectors of those countries are all of different
sizes. The main feature of these institutes is that they
offer training organized on the basis of trades and job
descriptions. This method may be effective when two
conditions are fulfilled: that the training agency
maintains constant contact with the beneficiary firms
with regard to the selection of the workers to be
trained and the formulation of the study programmes,
and that there is an ongoing follow-up of the evolu-
tion of the persons trained. In the region, this is only
possible when the beneficiary firms are few in number
and easily accessible. In addition, however, the training
agencies must also display flexibility in adapting
their supply to changing conditions, and this is not so
in the case of such agencies as the National Industrial
Training Service (Brazil), the National Industrial
Training and Labour Service (Peru), the National
Council for Technical Education (Argentina), etc.
Not every enterprise is fitted to participate  in
every form of training. Dual training, for example,
can be introduced in enterprises at the two techno-
logical extremes, that is to say, enterprises which use
non-capital-intensive technologies and a skilled la-
bour force, or enterprises which are highly capital-
intensive but have a flexible form of organization.
For this reason, sandwich courses give better results
in artisanal-type enterprises, where there is a strong
master-apprentice relationship, and in medium-sized
and large enterprises with a wide range of functions
and a system of working in teams which calls for
adaptability. Enterprises of medium and high capital-
intensiveness, using technologies involving great spe-
cialization of tasks and rather inflexible forms of
organization, are not suitable for dual training.
Examples of such enterprises are those in the non-
automated textile and clothing industries, some food
industries, and engineering firms with continuous
production lines: that is to say, the types of industries
set up and the technologies adopted during the import
substitution period. Much of the industrial sector (es-
pecially in the case of medium-sized and large firms)
still uses such technologies.
The production system in the region is very het-
erogeneous. Medium-sized and small enterprises with
an artisanal production structure, medium-sized and
large enterprises which are technologically backward
and have a rigid form of organization, and flexibly
organized modern enterprises of all sizes coexist with
each other. Some enterprises are also internally het-
erogeneous, however, with technologically advanced
departments operating side by side with very back-
ward ones. Generally speaking, in medium-sized and
large enterprises technological modernization begins
in the area of management (especially financial man-
agement), subsequently extends to administration,
and finally reaches the field of production. The rea-
sons for this sequence are complex and will not be
analysed here, but it is worth bearing them in mind
when planning vocational training activities. It is by
no means rare to find enterprises that are capable of
training excellent management personnel yet are un-
able to give proper training to production workers.
At all events, collaboration between the produc-
tion  and educational  sectors means that the enter-
prises themselves, or entrepreneurs’ associations,
should take initiatives in these matters or participate
from the beginning in the formulation and implemen-
tation of training policies through coordination bod-
ies. The ministries of the economy or labour should
also be directly involved in policy formulation.
One of the most important elements of the new
training technologies is that they are organized on
industrial lines for the large-scale production of train-
ing material for direct use by the trainees.
In view of the financial situation of the region,
the tendencies in terms of restructuring and the expe-
rience of other sectors, it seems both possible and
necessary to consider radical solutions for the prob-
lem of financing training: just as radical as those now
being applied in  some health  or  pension  systems.
There are at least three financial and accounting items
which are of decisive importance in this respect: the
salaries of the instructors, the wages of the trainees,
and the infrastructural costs. It might be desirable to
develop strategies which begin within the production
units, based on the idea of “student apprentices”. In
other words, the training process would be consid-
ered as beginning on the job, and training would be
seen as a response to the demands of production ac-
tivities.
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3. The incorporation of graduates of training
courses into employment
In general, the problem of incorporating training
graduates into employment arises in respect of those
graduating from training systems with characteristics
similar to those of school education: that is to say,
systems structured in the light of their own supply
rather than outside demand. The problem is not so
serious in the case of apprenticeship-based (i.e., pro-
duction-based) training for young people and young
adults who are already employed. In this case, what is
needed is to find incentives to persuade these persons
to go through this period of apprenticeship.
The innovations in human resources formation
and the training of young people made in technical
schools, in dual training systems, and in a large part
of the vocational training  institutes will not affect
workers already engaged in industrial production ac-
tivities, who will be left on the sidelines of any im-
provements in these areas. It is highly probable that
over 80% of those currently working will still be
working ten years from now, that at least 60% of
them will still be working in another 20 years, and
that over half of the current labour force will continue
working for a further 30 years. In addition to this
contingent, there are all those young people who are
currently entering the labour force, and those who
will do so in the years to come, without having re-
ceived the benefit of the possible progress in voca-
tional training inside and outside schools. Any reform
in the system of pre-employment vocational training
will only show tangible effects in at least five years’
time. The question of on-the-job training is therefore
of crucial importance if it is really desired to improve
levels of productivity.
4. Dispersion or concentration
The cost and efficacy of vocational training are
linked with locational variables. Economies of scale
can be achieved through proper geographical distri-
bution of training institutes.
5. Sectoral and structural heterogeneity of
small and medium-sized enterprises
This is another factor that must be taken into account
when designing training strategies for small and
medium-sized enterprises, although this phenomenon
is not restricted to them. The heterogeneity of
economies is nothing new: it has been recognized and
analysed at least since the beginning of the industri-
alization process. The economies of the region have
always been described as displaying “duality”,
“unequal development”, etc. When considering the
question of human resources in relation with the tech-
nological differentiation between sectors and within
each sector and subsector of the economy it is neces-
sary to take into account the increasingly divergent
trends in technological development and the fact that
there are many enterprises that use heterodox techno-
logical mixes. Both of these factors have helped to
accentuate technological diversity.
Thus, as well as being related with a number of
factors that were already well-known, diversification
is now also seen to be linked with the fragmentation
of production processes. This type of diversification
is to be seen in printing and furniture manufacture,
among many other possible examples: in plants that
are on the leading edge of technology, flexible proc-
esses associated with digital control and computation
are carried on side by side with processes organized
on the basis of highly traditional trades and structures
of work. In both cases, this is because technologies
impose certain types of behaviour and because of the
type of inter-firm relations that have been growing
up. Differences are also often due to factors which
are more widely known and studied, such as distance
behind the technological frontier, size of the firm,
etc., which are observed in all the societies studied.
Although the differences in question are not com-
pletely new, they are now being observed to an un-
precedented extent. These aspects of  technological
evolution are often not taken into account when de-
signing policies or strategies regarding the supply of
qualified personnel, as may be seen from the analyses
and justifications of educational and human resources
formation policies.
Small and medium-sized enterprises are the
weakest points in the industrial fabric of the region.
They have displayed a chronic inability to close the
technological gap separating them not only from the
most advanced international practices but also from
those of big firms oriented towards the domestic mar-
ket. The two most important means of satisfying their
human resources requirements are technical schools
and, above all, on-the-job training. All the govern-
ments of the region have applied policies to improve
the supply of skilled personnel of all levels, but the
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results have not always been very satisfactory. Nor
have policies of subsidies or direct attention to the
demand for such personnel by small and medium-
sized enterprises been satisfactory either. There are a
number of obstacles which make it difficult on the
one hand to define that demand, and on the other,
to implement such policies. Among these obstacles
are the size of the enterprises,  the  feebleness  of
their efforts to form associations to make up to
some extent for the shortcomings connected with
their size, and the imperfections in the information
available  to  them. For  these same reasons, these
enterprises do not benefit either from the progress
made by the big firms in the adaptation of technol-
ogy and the training of human resources. Small and
medium-sized enterprises that manage to occupy
positions in the first line of the production chain of
a technologically advanced industry do manage to
improve their levels of technology and human re-
sources training, but they are only a minor fraction of
the overall universe of firms. All this points to the
need to develop effective information and training
strategies for that universe.
(Original: Spanish)
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